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The Comptroller General

In the course of our audit work at the Bureau of Public Roads
‘a4 quastion has aerisen as to whether Bureau policy governing partici-
pation of Faderal-aid hipiway funds in the cost of utility relocations
' nacessitated by-highway construction, gives proper effect to the limi- = .
tations on the extent of such perticipstion contained in section 123
of title 23, United States Code.

Section 123 of title 23, United States Code, which was derived
from section 111 of the Fodersl-Aid Highway Aet of 1956 (70 Stat. 383),
a8 amended by section 11 of the Federal-iid Highway Aet of 1958 (72 Stat.
$4), provides: '

"(e) When & State shall pay for the cost of relocetion of

utﬂtg facilities neceseitated by the comstruction of s project
on the FPederszl-aid primery or secondsry eystems or on the Inter-

state System, including extensions thereof within urban areas,
Federal funds may be usad to reimburse the State for such cost
in the sone proportipn @8 Federal funds arve expended on the rroj-
ect. P 1 funds shall not be u to reimburse the Stgte
pnder this section when the payment to the utility violates the
law of the State or violates a lepal comtrysct between the utility
and the State. Such veimbursement shall ba made only after
evidence satisfactory to the Secretary [of Comsercel shall have
been presented to him substantiating the fact thet the State has
paid such cost from its own funds with respect to Federsl-aid
highway projects for which Federal funds are obligated subsequent
to April 16, 1958, for work, including relocation of utility
facilities.

“(b) The term ‘utility’, for the purposes of this seetion,
shall include publiely, privately, and cooperatively awned
utilities. ' .

"(¢) The term ‘cost of relocation', for the purpoees of this

section, shall include the entire amount pmid by such utility
properly attributeble to such reloestion after deducting there-
from eny increase in the value of the new facility and any salvage

value derjved frow the old facility." (Underscoring supplied.)

T ‘ ©* —Ths Bureau's policy and-procedures implementing sectionr-123-are con=——— - -

tained in Policy and Procedure Memorandum (PPM) 30-4, deted December 31,

1957, as emended and modified by subsequent issuances. (See attachment)
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This policy statement sets out in some detail the principles and pro-
cedures which govern the extent of Federsl participetion in the cost
of utility relocetions necessitated by the comstruction of Pederal-

a3id bighwey projects. The cost principles in the policy etatement are
in substantial conformity with a recormendation that we sreviously rade
to the Bureau. (See peger 30-32 of our audit report to the Congress on
the Bureau of Public Roads for fiseal years 1985 and 1955, B=125C52.)
Section 1.c. of the PP, however, provides:

"W¥here Stste law or regulation provides agreement or meyment
standards more liberzl then those established by the provisione
of thie memorendum, the provisions of this memorandum shall
govern. Conversely, where State law or regulation provides
more restrictive agreement and peyment standards, the State
standarde shall govern. The [Bureau] division engineer shall
determine which procedures shall goverm and will norify the
State accordingly."

In the applicstion of thig provision, the division engineer's deterrina-
tion ig made on e State-wide basis rather than on a preject basis, the
test being which szreement and payment standerds can be expected to nro-
duce, in the spgregsate, the lesser amount of perticipating urility ralo-
cation caets.

It 45 our view thet the provision contained in section l.c. of M
30-4, guoted above. does not give proper affeet to the two limitations
on Vaderal perticipation in utility ralocation costs contained in section
123 that Federal funds shall not be used to raimburse a2 State for relo-
cation costs necessitated by the construction of a project in excess of (1)
those sctually and legally incurred by the E£tate, and (2) those which
are properly attributable to the relocation aftar deducting any increase
in the value of the new facility and any salvage value derived from the
old facility. While the entire eoncept of Federsl-eid reimbursements
1s besed on the coste incurred by the State on e particular project this
principle is apparently not adhered to in connection with utility reloca-
tions. Under Bureauv policy, the division engineer mekes & one-time de-
termination on & State~vide basis and thereafter gives no consideratien,
on a prolect-by-project basis, tc the two specific limitations on Federal
participation contaired in section 123.

We believe the PPM 30-4, by reason of section l.c. thereof, in effect
provides that if the awount actually and legelly paid by the State on
specific projects is pgenevrally tess than the 'cost of relocation’’ as
defined by the statute, the Bureau will ellow Federal participation in
the full costs actually and legally paid by tha State even though on
sone projects these costs may exceed the '"cost of relocation" as defined

-by _ths statute. The effect of Bursau pelicy in this rempect is illus-

trated in the application of the policy in the State of Califernia, as
discloged by our review of the Fedaral-sid highway progrem in that State.
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The Bureau division engineer for the State of Califormia datermined.
in August 1958, that the agreement and payment vwrovisions provided by
State law end regulation were more restrictive than thoss nrovided by
PPM 30-4. and accordingly adviged the State that, in accordance with
eection 1.c. of the PPM, the State’s procedures would govern the sxient
of Federzl participation im utility relocation costs. One cof the primary
considerations in the division engiseer's detexrmination was the fact that
California lew (Vest's Calif. Codes Anno.., Stresete end Higlweye Code.
section 705) requires that in any case where the State is recuirsd to pey
the cost of & utility relocation necessitated by highwey construction,
end vhere 4 new facility or portion thereof ie constructed to ecco”rlish
the relocation, the Staete shall receive e credit in 2n enount tearing
the same proportion to ths” otig'nal cost of the displaced’ iac111uy ot
portion thereof as the ege of the displaced facility baars te the ncrmal
expected life thereof. The corraesponding provision of Bureeu policy
(See attachment, reference: section 7.f. of PPM 30-4, es clarified by
section 5 of Instructional Merorandum (IM) 30-3-61) regquires that in
instancaes whare the replacement (new) facility will remain in useful

service bavend the time when the overall (old) facility, of which it is
2 _pert. would have remeined in useful gervice or would have been repleced.

a credit be given egeinet project costs for the increase in value due to
the extension of service life. The credit for extension of service life

is to be in an amount which bears the same proportion to the reslscement
cost of the facility as the expired service lifa (age) of the replaced
facility bears to the totel estimated service lifa of the replaced facility.

The intent of the Buresu palicy provieion was to giva effect to the
statutory provision contained in. section 123(e¢) of title 23 requiring
that in determining the ''cast of relocation’ which will be eligible for
Pedersl participaticn, the amount of eny increase in velue of the fecility

“due to the relocation must be deducted from the total relocation costa

incurred by the utility. It was the Bureau's view that omly in cases
vhere the useful 1life of the facility is extended as a result of the re-
location would there be any increase in value by remson of the replace~
ment of the old facility components with new components. The policy stste-
mant clearly establishes that where such an extension of useful service
11fe occurs, the proper measure of the resulting increase in value. which
sust be given consideration to comply with secction 123(c) of title 23, is
to be made by reference to the replacement cost of the facflity, rather
than to the historicel or original cost of the facility.

The Bureau division engineer, in making the determination required
by section l.c. of PP¥ 30-4, concluded that since the credit prescribed
by State law, although calculated by reference to original cost, was re-
quired in every instance where the relceation invelved the construction
of & new facility or portion theraof, whareas the credit (based on replace-

" ment cost) prescribed by the Bursau was appliéable only where sueh replace- B

rent extended the useful tife of the facility, the standard provided by
State lew would generally resulf in thé lesser participating costs.
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One highway project invelving the extensive relecation of sewer
facilities noted during our Californis review, {llustrates the effect
of the division engineer's determination under section i.c. of PFY
30-4 on thas extent of Pederal partiecipstion in utility relocetion coets
vhere thers is an increaee ir value due to extension of useful service
11fe. In connection with California Interstate highway project 1-008-1(5)0.
spproximately one and one-half miles of sewer pipe were replaced with nevw
construction. Because State peyeant standards were to govern the extent
of Fedaral participation in the relocation costs. a formal determination
was never sade as to whether the service life of ths facility was extended.
Hovever, it can be assumed, in view of the magnitude of the relocation
project and the fact that the-utility invelved considered portions.of the
old facility 29 percent depreciated, that &n extensicn of useful service
1ife did in fact cccur. Cn this project, the credit detevmined under
State standards, celculated by reference to the original cost of the old
faeility, amounted to $14,617. The credit whieh would have been applied
to participating project costs under Bureau standards. representing the
inerease in value of the factility by reason of extension of its useful
service life calculated by reference ta the replacement cost of the facil-
ity, would have smounted to approximately $47,97C. Use of the Bureau
standard in this instanee would therefore have reduced the participating
project costs by about $33.000, with a ssving to the Padersl Government
of its share of this amount or about $30,000. :

Ha baliave thet the above-described spplication of Buresu pelicy in
the State of Califormia clearly demonstrates that {n those States where.
undar section l.c. of PP 30-4, tha determination i{s mada that sgreement
and payment standards provided by Stete law and regulation will tske
precedence over the standards estsblished by the Bureau for the purpose
of determining the extent of Pederal participation in utility relocation
costs, there i no assurance thet the statutory provision limdting Federal
participation to the "cost of relocation" -~ as that term is defined in
section 128(c) of title 23 as interpreted and refined by Buresu policy
and procedures — will be given effect on a specific highwsy project in-
volving tha relocation of utility facilities. 1In view of the fact that
tha cost actuslly and legally paid by the State is in and of itself a
statutory limitation on the extent of Federal participation. it appears
that {f ths limitstion "cost of relocatien” is to be given any application
in those Stataes in whieh the payment standards provided by law or regula-
tion generally do not allow the State te pay the full "cost of relocation.”
the Bureau is raquired to give cengidaration to both limitations on an
individual project basis. Advice is therefore requested as to wvhether the
Buresu's policy and procedurss implementing section 123 of title 23. United
; States Code. with particuler refererce to section 1l.c. of PPM 30-4, give
oo proper effect to the statutory limitations on the extent of Federal par-
fﬁvfm : —ticipationin the cost of utility relocations. . .

"Oye V. Stovall

Oyea V. Stovall
Deputy Direetor:
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Indorsenent

Director, Civil Accounbing and Awditing Divisiom

. Eeturmed, %miz{m&adﬁmwmmm:ma
project basis and clearly eete ferth the criteria for reismlmreing
oocsts related to individuoal utility relocations, The statute con-
txing two limitations periinmt to the questian reisedr Ratodurse-
ment for utility relocation costs cannot be made vhere puaymemt of
sach ooste vialated State law or g legal contraet bLetween the atility
e gyl Shie State, and-reisbursesent camot be nede with respeck te any

lumping all utility relocatisns in the Stale under mwe deterningtion
rather than making separate detenminitims for each elocation, the
practice adopted 1o Califarnia recognizes only the first stated 1ind-
tation in that Yederwl veinbursepent of State payzembe i3 linited enly
by Stete law without concern as to vhether a partion of the increase
in value of the nev facility has besn deducted to mrive at "coet of
relocation” as defined in the statute and Buresu of Pudlic Reads
inplementation thereal. In short, the definitigm of Feost of rve-
locatian® has been, in part, read et of scotioe 30 far a5 con-~
cerne atility relocations in Galiformia, e fMnd wo bauisr soch
o Soterpretition. '

Accerdingly, *szmouﬂhtmmdmhl.
of PPY 30-4, Decembor 31, 1957, any application thereof other than
nnmxmnmmmuummw

FRANE H WII77°,

Assistant Compirollsr Goxaral
of the United Etates

I

s

i

I

1

i e epe rose iy
AR ARGV o

State paymeuts covering sn inereass In valus of the new feaeflity. By '~




